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e |dentify Business Expenses Unique to
S-Corporations

19

;OU e Determine Reporting Requirements of
C Certain S-Corp Expenses
=

e Assess the Implications of Fringe
Benefits and Officer Compensation




S Corporation Expenses

* |Intro to S-Corps
— Popularity
— Brief History
— Form 1120S, Schedule K-1
— Taxes

&
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S Corporation Expenses

* Accounting Methods
— Cash, Accrual ?7?7??
— §446(a); Rev Ruling 68-35
— Form 3115

e Overview of Income

— Trade or Business
— Other
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e Form 1125-A
— COGS;

— Section 263A rules and limitations

e Under S1 million — No

e Under $10 million — non—manufacturers —
Rev Proc 2002-28

— Inventory
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rorm 1125=A Cost of Goods Sold
> Attach to Form 1120, 1120-C, 1120-F, 1120-5, 1065, or 1065-B. SR heeos
ﬁ’ﬁﬁ'&”ﬁfe‘:;II&"“;ST;L;;‘[.’;” * Information about Form 1125-A and its instructions is at www.irs.gov/formi125a.
Name Employer identification number
CORPS R US 00-0000000
1 Inventory Stbeginiing GEYEaR: s s i aum i G Taa 4 T i UG T ST ST ST B ST A 5 1
2 PUBBHEEOY oo vioumes oo oo 2ions fiamists e it et $1arisalt vt S1aninals oot SIS ek SISt Dt VSRS s DTl it e e % 2 65,000.
3 ot of 0K . . e e e 3
4 Additional section 263A costs (attach schedUle) . . . ... ... 4
5  Dtherposts (RACK-SERGHUIED:. ..o wooe e gom sl an st sae semes wai sl Lo sisinisie £ sieie il sesss Doz = 5
6 Total. Adt INes T HIOUGN B ittt ettt ettt e et e et et e e e e et e e 6 65,000,
2 Inventory atieitl DEVEa  ws s o aw mens s a6 S A0 TN S SERGT A% SOMET K TR A SR 7 40,000.
8 Cost of goods sold. Subtract line 7 from line 6. Enter here and on Form 1120, page 1, line 2 or the
appropriate [ine of YOUF 1aX return (588 INSTPUCIONSE) . .\ v\ttt ettt ettt s et e e e e e s eeaans ] 25,000.

9a Check all methods used for valuing closing inventory:
(1) [&]Cost
()] DLower of cost or market
(iif) I:I QOther (Specify method used and attach explanation). . . .. -

b Check if there was a writedown of SUBNOIMAl QOOUS. . .. ... . o e -
¢ Check if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 970). .................. - D
d If the LIFQ inventory methed was used for this tax year, enter amount of closing inventory computed
UNGEE LIF O, o e e e | od|
e If property is produced or acquired for resale, do the rules of section 263A apply to the entity (see instructions)? ... .. DY95 N°
f Was there any change in determining quantities, cost, or valuations between opening and
BIOSING Inventoiy? IF VS SHETH SRPIAMALIIN . s o sms o ot ik Sos o S doh Harss s S e St o DYES NG
BAA ForPaperwork Reduction Act Notice, seeinstructions. Form 1125-A (Rev 12-2012)
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e Line 7: Compensation of Officers
—The new Form 1125E
— Determining what is reasonable
— Supporting what is reasonable
— Noncash compensation
— Compensation mistakes

e Line 8: Salaries and Wages

NSA:::
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Form 1 1 25'E

(Rev December 2013)

Department of the Treasury
Internal Revenue Service

Compensation of Officers

NSA:::

OMEB Mo. 1545-2225

= Attach to Form 1120, 1120-C, 1120-F, 1120-REIT, 1120-RIC, or 1120S.
* Information about Form 1125-E and its separate instructions is at www.irs.govAormi125e.

Narre Employer identification number
CORPS R US 00-0000000
Note. Complete Form 1125-E only if total receipts are $500,000 or more. See instructions for definition of total receipts.

1 (a) Name of officer ()] S%ﬂﬂbseerc urity g%%‘z%zcziegf - g’oe n:: 2; of stocre;w;rr];c; N 52 ,ﬁp”;ﬂ‘; Qﬁi 8];
DRAHMA QUEENE 012-34-5678 100 % 25.00 % % 105, 000.
MAJOR PAINE 100 % 75.00 % % 100, 000.

% % %
% % %
% % %
% % %
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* Line 9: Repairs & Maintenance
— Capitalization rules
e Line 10: Bad Debt
— Cash basis
— Nonbusiness bad debt
 Line 11: Rents
— Real or personal property
— Self Rental Rules!

=g - N0
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e Line 12: Tax and Licenses
—Taxes not included elsewhere
—Sales tax capitalized

e Line 13: Interest
— Prepaid interest §461(g)

11
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* Line 14: Depreciation
— Section 179 — not so fast!
e Line 15: Depletion

— Property by property basis at the
shareholder level

e Line 16: Advertising

12
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e Line 17: Pension, Profit Sharing Plans
— Employer contributions

19

- e Line 18: Employee Benefit Programs
g — Less then 2% Shareholders

= — Group term life insurance

— Meals and lodging for the employers
convenience

13
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e Fringe benefits / employee benefits
— More than 2% shareholders
— Rules of attribution §318
— Officer life insurance

— Health insurance premiums
e HRA — DOL Tech Release 2013-03;
* DOL HRA FAQs;
* IRS Notice 2013-54

14
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e Line 19: Other Deductions
— Pub 535
— Startup and organizational
— Meals and entertainment
— Gifts / Awards
— Director fees
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Other Stuff to Remember about S Corps
* Non — deductible expenses

— Golf / Athletic Club dues
— Political & Lobbying expenses

T

-

g —Fines and Penalties
=

16
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Other Stuff to Remember about S Corps

11 | * Pass through deductions
;OU —Health insurance premiums
% — Charitable contributions
— §179
—Investment interest expense (NIIT)

17
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Other Stuff to Remember about S Corps

e Home Office

— Yes, you can!
— Rent paid or 2106

 Expenses paid directly by shareholders

— Reimbursement policy
— Capital contribution

18
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So, what you really need

to know...

Develop a process

Ask the right questions

Document the answers

Determine an appropriate outcome

NS

Al
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'''''' For More Information

National Society of Accountants

More information Is available including

additional materials at:
Booth in Vendor Hall
Or Table in Lobby
800-966-6679
www.nsacct.org
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